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The Journal of Accountancy
Official Organ of the American Institute of Accountants
a. P. Richardson, Editor
EDITORIAL
What Is the Book 
Value of Stock?
An interesting question frequently 
arises in corporation practice with refer­
ence to the correct interpretation of the
term “book value” when applied to common or preferred stock. 
Not long ago a firm of attorneys addressed an inquiry upon the 
subject to the Institute and the answer was supplied unofficially 
by a representative member of the Institute. The matter was 
handled in this way so as to avoid the delay which might be in­
volved in referring to a committee and also to avoid taking a defi­
nite stand without sufficient preliminary consideration on a mat­
ter upon which there may be two or more fair opinions. The 
question required a prompt answer and accordingly it was re­
ferred to a prominent member of the Institute for attention. In 
the letter of inquiry the attorneys recited briefly the history of a 
corporation having preferred stock of a par value which was re­
deemable at a premium and accrued dividends or, in the event of 
dissolution, was entitled to receive a premium before anything was 
distributable to the holders of common stock. The question was 
what should be considered as the book value of the common stock. 
In determining the book value should there be deducted from the 
net assets of the company the sum of $60 a share for each share of 
preferred stock or would it be proper to say that the book value of 
the common stock was an amount determined after deducting 
from the net assets of the company only the par value, $50 a share, 
for the shares of preferred stock outstanding? There were other 
collateral aspects of the case which are unimportant in the 
present discussion. We have received permission to publish the 
following portions of the reply which was sent in answer to the 
inquiry and we are glad to do so as they furnish a clear and com­
prehensive opinion on an extremely important point. This 
opinion, we believe, will be shared by the majority of the pro­
fession.
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“In the first place, it does not appear to me that you have the commonly 
accepted interpretation of what is meant by ‘ book value.’ As I view this 
matter, there are at least three designations which might be applied to a 




As used by the accountant, the term ‘ book value ’ represents the value 
reflected on the books of the corporation which you can readily see may be 
very different from the liquidating value or market value. For instance, 
it is recognized that inventories should be carried at cost or market, which­
ever is lower, so that in respect to this item the book value might very 
properly represent something very different from liquidating or market 
value. An article costing $1.00 in the inventory, if the corporation was 
liquidated, might realize only 50 cents or, if treated as a going concern, the 
market value might be $2.00. The generally accepted practice, however, 
is to carry this item at $1.00 unless the market value at the date the books 
are closed is less than $1.00. Similarly, the item of plant and equipment 
which, according to sound accounting practice, should be carried at cost, 
less depreciation, on the building and equipment items may represent an 
actual or liquidating value considerably in excess of the amount repre­
sented by cost, less depreciation, and yet we consider that we have arrived 
at the ‘ book value ’ of the stock of that company when we include in the 
statement the plant and equipment at cost, less depreciation. It seems to 
me, therefore, that there is a distinct difference between ‘book value’ and 
‘liquidating value,’ the first representing the value as shown by a state­
ment prepared from the books of the corporation and the second represent­
ing an estimate of the value of the stock based upon what might reasonably 
be expected as a result of a liquidation of the assets and liabilities of the 
corporation.
“With the above as a preface, it seems to me that the practice of the ac­
counting profession in setting up on the books and including in a statement 
of assets and liabilities prepared from those books preferred stock at the 
par value, rather than the redemption value, is a sound accounting proce­
dure. Usually the only definite thing we know about preferred stock with 
a par value is that there is a definite liability up to the amount of the par 
value. What might happen beyond that is more or less a matter of con­
jecture. Preferred stock may never be called or redeemed. It may be 
purchased in the open market at a figure much below the par value. It 
does not seem to me that the common-stock holder is injured by what may 
be considered by you neglect to show upon the balance-sheet the amount of 
the shrinkage in his equity which will take place if this stock is called for 
redemption at 60 as, of course, he is put on notice when he examines a 
statement to inquire into all the facts concerning every condition surround­
ing the senior security. Until such time as definite action is taken looking 
toward the redemption of this preferred stock at a figure $10 in excess of 
the par value, it seems to me the accountant would not be justified in re­
ducing on the balance-sheet the equity of the common-stock holder.
“While I believe that there is very little placefora no-par-value preference 
stock, nevertheless we know that such a class of stock exists. It has been 
my theory that in setting up these stocks on the balance-sheet they should 
be shown at liquidation values. This may seem to bear out your conten­
tion that a par-value preferred stock with a liquidating or redemption value 
should be carried at the liquidating or redemption value. However, I have 
based my theory regarding no-par-value preference stocks on the assump­
tion that there should be a definite value expressed on the balance-sheet 
with reference to the preference stock and the only definite value to be 
found with relation to no-par-value preference stocks has usually been the 
liquidating or redemption value. In other words, the certificate itself, 
while presumed to be a no-par-value stock, actually carried with it a defi­
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nite par value, that is, the redemption value. In the case of a par value 
preference stock there is a definite value on the face of the certificate as, for 
instance, $50 in the case which you cite. For the same reason I would not 
think of stating the bond issue at anything other than the face value of the 
bonds represented by that issue even though the bonds carried a retire­
ment figure in excess of face if exercised before maturity date. Where 
bonds are sold at a discount it is the custom to carry the bonds as a liability 
at their face value regardless of the amount realized and show the bond 
discount as a deferred asset to be amortized over the life of the bonds in the 
nature of an additional charge per annum against income of the corpora­
tion in the form of interest on borrowed money. In other words, money 
has cost the fixed rate of interest plus the annual share of discount figured 
over the life of the bonds. In the case of a bond sold at a premium there 
has been an actual profit realized in the financing represented by the 
amount of the premium on the bond issue. That premium has been 
definitely ascertained, whereas any premium to be paid, should the bonds 
be retired before their maturity date, cannot possibly be definitely ascer­
tained until such time as the company decides to exercise the right to 
retire or redeem those bonds.
We have received three communications 
from subscribers whose comments upon 
an editorial entitled “Slandering the 
Bankers,” which appeared in the July issue of this magazine, 
indicate a devotion to the forthright. One of the writers seri­
ously affirms that some New York trust companies are making a 
charge for confirmation of securities in transfer; another advises 
us that the editorial could not have been written by anyone who 
knew what he was talking about; and another writes in defense of 
the author of the letter which was the cause of our comment. 
The gentleman who rushes to the defense of our correspondent 
omits his own name and, consequently, his letter should be con­
signed to the waste basket, but it seems a pity to lose so excellent 
a lampoon. He says:
Dear Sir:
As an older member of the Institute, and a reader of The Journal of 
Accountancy, the writer was much interested in your editorial “ Slander­
ing the Bankers” and it reads to me like the message of youth that makes 
such statements as made in the editorial article of July, 1929. You do not 
know what you are talking about and it appears to the writer that before 
you attempt to ridicule the correspondent stating apparent facts of his 
experience with respect to the transfer condition of banks, you had better 
get acquainted with bank transfer conditions and look into the matter a 
little more, if you are able to intelligently get such facts. Perhaps you pre­
fer to save the banker than to serve your correspondent who undoubtedly 
made a true statement of fact.
The writer has no desire to mention names of institutions, part of the 
country in which lack of cooperation exists, or my own name, but I 
feel it very unjust to my fellow “correspondent” to read such stuff 
in The Journal of Accountancy when you know nothing whatever of 
the facts.
An apology to the “correspondent” is in order.
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Concerning a Figure 
of Rhetoric
Upon the receipt of the letters discussing 
the comments in the July issue, it be­
came necessary to turn to the editorial 
note and reread it—surely a thing which no editor loves to do— 
and we find that the comments which have excited opposition were 
merely a mild essay in the gentle art of irony. As a matter of 
fact, we may state at once that there is in the files of this office 
abundant evidence that several New York banks are making a 
charge for confirmation of securities in transfer. That evidence 
was in hand when the editorial was written and it did not seem to 
us possible that anyone could read so extreme a defense of bankers 
as against accountants without knowing that it was written in 
what might be described as a Pickwickian sense.
The comment seems to have had the de­
sired effect. It has aroused interest in a 
question which is of great significance, 
and it is to be hoped that something will be done to bring about a 
better understanding of what is required for the proper conduct 
of an investigation, especially, of brokerage accounts. If the 
expense involved in the confirmation of securities deposited for 
transfer is as heavy as some bankers believe, it may be proper to 
make a charge for the service, but that charge should always be 
passed on directly to the client and ear-marked as what it is. The 
client then knows that the banker is responsible for the extra 
expense and if he wishes to make protest he may make it to the 
banker. There are some banks which decline to confirm and 
there are others which adopt the extraordinary practice of not 
answering the first communication but answering the second. 
They probably remember that Talleyrand said that he never 
answered letters for three weeks after their receipt and then 
found that none of them required an answer. It is very difficult 
to understand what justification can be offered for refusal to 
confirm when requests for confirmation are received from audi­
tors. The banker certainly has a vital interest in the proper 
verification of all the items in the accounts and we understand 
that there has been a good deal of criticism by other bankers 
against the institutions which have refused to confirm. The mat­
ter is still in a condition of flux and in all probability there will be 
a satisfactory solution. The Institute has referred the matter to 
a special committee for consideration and a mass of data has been 
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accumulated. A preliminary report shows that the number of 
banks refusing to confirm is very small and that the number 
making a charge for confirmation is comparatively small, but in 
that number are several of the largest banks and trust companies. 
The accountant really has little more than a speculative interest 
in the question. It is perfectly simple for him to pass on to the 
client the charge for confirmation, and when confirmation is 
refused he may qualify his certificate by stating that certain 
banks have declined to confirm. That would make the matter 
perfectly clear, and it would relieve the accountant of any 
responsibility.
Damn the Merry 
Examiner
While we are giving correspondents 
their innings, let us present for the in­
formation of readers a letter which has 
been received dealing with an editorial appearing in the July 
issue of The Journal of Accountancy (that issue which seems 
to have been so fruitful) on the subject of errors made by candi­
dates in examinations. The writer of the letter does not hide 
behind anonymity. We publish a portion of the letter without 
attempting to lay amending hands upon it:
Dear Sir:
So you are having your fun, for the second time this year, I believe, at 
the expense of the candidates for official accounting recognition, whose 
ignorance possesses a good deal of unconscious humor. But did it ever 
occur to you that many a practitioner who discharges his professional 
duties as intelligently as any average man in the profession may actually 
“get out of his senses” in an examination room and put down black on 
white things which he would never say or do in the absence of inquisition- 
ary pressure? In other words, can you see only the ludicrous in such an­
swers of examinees that according to your version make the life of an 
examiner merry, and do you entirely fail to see the tragic, human note 
dictated often by an aching head and explosive nerves when the watcher in 
the examination room announces that all writing must cease and the can­
didate has still one more question to answer? One need not be an alienist 
to know that many perfectly normal and intelligent people otherwise are 
not themselves at examinations; why, then, should a modern, presumably 
sapient examiner, armed with an official answer to the questions asked 
(without which, entre nous, he himself would often be helpless) assume the 
self-righteous attitude that he so frequently assumes and treat his victims 
as he does? I guess dear Brutus knew his onions when he spoke to himself 
of the climber that
. . . when he once attains the upmost round, 
He then unto the ladder turns his back, 
Looks in the clouds, scorning the base degrees 
By which he did ascend. ...”
To members of our profession the question of examinations is not only an 
important one, but a very poignant one. As a matter of fact, it is more 
poignant than important; because despite the feeling of the C. P. A. socie­
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ties that the accounting profession is practiced by state-sanctioned 
C. P. A.’s, the fact is that accountancy is practiced by any one who can get 
up a clientelle, including certified accountants, who are—in New York 
State, at least—in a very small minority. Hence, under present regula­
tions it is not at all important for any one to pass the C. P. A. examination. 
And yet the process, as we all know, is a painful one. I wonder whether 
you have ever given a thought to the fact why the percentage making the 
grade in accountancy is so small as compared with that of other professions. 
I defy you to point out to me leading members in, say, the medical profes­
sion who had to take their state board examinations more than once. On 
the other hand, how many leading C. P. A.’s tried over and over again 
until they finally passed their examinations?
There are many more things I could tell you about examinations in 
general and C. P. A. examinations in particular. I could tell you, for 
example, about the crime of the official answer and its limited interpreta­
tion of problems which may be played in different keys. I could liken 
these answers to the standardized bed of the City of Sodom, where accord­
ing to the Hebraic legend strangers who happened to stay overnight would 
be placed to retire. And it would come to pass, if the stranger was too 
long for the standardized bed his legs would be shortened and if he were too 
short, his legs would be lengthened; and very few strangers were just com­
mensurate with that bed. Well, you know what happened to Sodom for 
that. However, I do not care to spoil your fun at the sight of tortured 
souls making merry at examinations, and will only ask of you to please re­
consider the whole subject of examinations for candidates, many of whom 
have already lived more than half of their lives.
Very truly yours,
There is much in this letter which will 
furnish food for thought to the students 
of the classics and to other more ordi­
nary citizens. The letter is really entertaining and it would be a 
perfectly simple matter to make fun of it, but there is more than a 
little pathetic truth in it. We never knew that the bed of Pro­
crustes was made in Sodom, but perhaps it was. And few classi­
cists are aware that what might be called conformative hospi­
tality was the cause of divine wrath against the cities of the plain. 
However, it is quite true that there are examinations in all pro­
fessions which are too often conducted after an antique model. 
Candidates who are beaten by the examination often feel that 
they have been unjustly treated and that examiners have been 
guided solely by the hard and fast rules and have not given credit 
for the intelligence displayed. The truth of this complaint is 
less than it was. Years ago nearly every profession was entered 
by a strait and narrow gate and one almost needed to know the 
combination of mystic symbols to pass through, but in most cases 
nowadays there is a greater reasonableness and the candidate is 
expected to demonstrate not so much how the t’s are to be crossed 
or the i’s dotted, as what the t’s and the i’s really mean. We
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know it has been the practice of the board of examiners of the 
American Institute of Accountants to regard the official answers 
as merely indicative—not definitive. Scores of men have an­
swered problems and questions in ways not in accord with the 
preconceived notions of the examiners and have received credit 
for their replies. Indeed in many instances, particularly in audit­
ing, questions are asked which may be answered in a dozen differ­
ent ways and each way well worth while. Our correspondent 
may have been unfortunate. Perhaps he is nervous and has 
difficulty in passing any examination. If so, he deserves sympa­
thy. There are men to whom an examination is truly a great 
ordeal. But it all comes back to the old, old question. Let us 
admit that examinations are not an ideal test, but what then? 
All the professions are waiting for someone to offer a satisfactory 
alternative.
A correspondent who revels in com­
putations has been giving consideration 
to the imposition of taxes on that class 
of taxpayer which usually receives no sympathy. The man whose 
income is in the neighborhood of $100,000 or more a year does not 
excite the benevolent attention of the multitude. The ordinary 
man says that if such a person has to pay high taxes it is be­
cause he receives a high income—sympathy is not deserved. But 
our correspondent has gone deeper into the question and has pre­
pared a tabulation which is interesting. He says that wise, far- 
seeing, courageous and resourceful management is a tremendous 
asset to any corporation and there is against it a heavy unrecog­
nized liability caused by the incidence of taxation. It is almost 
trite to say today that whatever salary is paid a corporation 
officer is earned. If he were not worth the money he would not 
be retained. The higher the salary that can justly be paid him, 
the better for the corporation. This much everyone recognizes 
—everyone, that is, except some members of congress, who be­
lieve that no one can be worth more than a member of congress 
receives. There was a time when a board of directors could 
vote to pay an officer a salary of $100,000 a year and he would re­
ceive that amount. Since 1913, discounted by taxes, he has re­
ceived an average of $80,000 a year, assuming he had no other 
income. With $100,000 income from investments he was in worse 
case for his average salary received was $65,000 (investment in­
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come coming first for taxation—in the lower brackets—because 
that is fixed and automatic regardless of occupation). In sup­
port of this contention we have the following computation of 
taxation in the case of a man receiving a salary of $100,000 and 
having an additional $100,000 of income from investments (figures 
in the first column are merely approximate):
Tax on first Tax on second
Year $100,000 $100,000
1913......................... ........... ......... $ 2,550 $ 5,000
4.................................... ......... 2,550 5,000
5.................................... ......... 2,550 5,000
6.................................... ......... 4,000 7,500
7.................................... ......... 24,300 41,000
8.................................... .......... 35,510 66,000
9.................................... ......... 31,510 62,000
20.................................... .......... 31,510 62,000
1.................................... .......... 31,510 62,000
2.................................... ......... 30,460 56,500
3.................................... .......... 30,460 56,500
4.................................... ......... 23,020 43,000
5.................................... .......... 16,660 25,000
6.................................... ......... 16,660 25,000
7.................................... ......... 16,660 25,000
8.................................... ......... 16,660 25,000
9.................................... ......... 16,660 25,000
Total—17 years................. ......... $333,230 $596,500
In other words, from a total income for 17 years amounting to 
$3,400,000 there would have come federal income tax amounting 
to $929,730, or approximately 27.3 per cent., leaving an annual 
income of $145,310 on the average. Our correspondent, after 
this preliminary illustration of the effect of the present system of 
taxation, goes on to make three recommendations which we sub­
mit for the consideration of our readers. “First, income from 
personal service should be subject to normal tax only and there 
should be only one percentage of tax—the same on $1,000 as on 
$100,000. The first figure means the same to the one man as the 
second figure does to the other. Second, income from investment 
arises from capitalizing earnings which have already been taxed 
and, therefore, should be subjected to the lowest possible rates of 
both tax and surtax. Third, profit from sale of investments, 
being wholly within the discretion of the taxpayer, should bear 
the highest normal and surtax rates.” We don’t agree with these 
three theories but they are worthy of consideration as they come 
from an eminent member of the profession.
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A correspondent in Vermont sends us a 
clipping from a paper, unidentified, 
which describes a new method of deal­
ing with accounts payable. It is reported that a wholesale mer­
chant, who had trouble in inducing a retail customer to pay his 
bills, lost patience and wrote a threatening letter, to which he 
received the following reply:
What do you mean by sending me a letter like that?
Every month I place my bills in a basket and then figure out how much 
money I have to pay on my accounts. Next I blindfold my bookkeeper 
and have her draw as many bills out of the basket as I have money to pay. 
If you don't like my way of doing business, I won’t even put your bills in 
the basket.
The system seems to have merit, but how does one go about 
blindfolding the bookkeeper?
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